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BELGIAN KEY ECONOMIC INDICATORS 


All values in U.S. $ million/ and 
represent period averages unless 
otherwise indicated. 


2/ % Change2/ 
Item@ 1974 1975 1975/74 1976 (Est. ) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices . 53,660 60,015 i 67,041 
GNP at Constant 1970 Prices 40,112 39,550 : 40,540 
Per Capita GNP at Current 3 

Prices (in $) 4,333 4,821 ‘ 5,379 
Plant & Equipment Investment 

at Current Prices 5,480 6,100 : 6,800 
Indices: (1970=100)3/ 

Industrial Production 120 108 112 

Avg. Industrial Wage : 180 216 2he 
Labor Force (Thousands Workers) 3,895 4,003 4,125 
Avg. Unemployment Rate (%) 4. 8 


MONEY AND PRICES 
Money Supply 15,996 18,277 ‘ 20,100 
Public Debt (All Domestic) 20,933 23,670 27,400 
National Bank Discount Rate (%) Ts 6. 9. 
Indices: 
Wholesale Price (1970=100) 136. 141. ‘ 152. 
Retail Sales (1971=100) 135. 150. ; 118 


BALANCE OF PAYMENTS/TRADE 
Gold & For. Exch. Reserves 4,118 4 ,867 é 3,440 


Balance of Paymepts +783 +682 -380 
Balance of Trade -1,563 -1,909 -892 
Total Exports, FOB, of which: 28,492 28,738 ‘ 31,775 
Exports to U.S. 1,581 1,174 1,200 
Exports to Common Market 19,738 20,269 23,000 
Total Imports, CIF, of which: 29,800 30,647 - 35,332 
Imports from U.S. 1,938 1,947 + .05 2,000 
Imports from Common Market 19,692 20,576 + 23,000 


Main Imports from U.S. (1975): Machines and equipment - 12.639; Agricultural 
products - 12.395 (of which grains - 8.472); Transport equipment - 8.421; 
Chemicals - 6.855; Minerals - 5.947; Metals - 5.088. 


i aasseti« series (e.g., Income, Production, Money Supply, Debt) converted at constant 
1976 exchange rate US $1.00 = BF 39.24. External series (e.g. Balance of Payments/ 
Trade) converted at US $1.00 = BF 38.95 (1974), 36.78 (1975), 39.24 (1976). Note 
that 1975/74 % Ghange column in the external series thus includes exchange rate 

uctuations ; S a spot or cumulative figure unless otherwise noted; 


12-month average; +/New price index introduced 6/76 with base 7/1/74-6/30/75. 
Convert to previous index using conversion factor of 1.37; 2/Trade not payments 
figures. 





SUMMARY 


After a period of strong internal and external demand early in 1976, 
Belgium's economic recovery has stalled in the second half of the 

year. Key indicators have slumped since May-June, export demand has 
softened, and unemployment is again inching upwards. Given these 

factors, there will probably be little economic growth in Belgium for 

the rest of 1976; the Government's real GNP forecast for the year is 

under revision downwards to around 2.5%. Hope continues for a more solid 
revival in 1977, based initially on sustained exports in certain sectors, 
private residential construction, public spending, and a possible pickup 

in household incomes. The mid-term outlook remains bleak, however, for some 
of Belgium's most important industries, notably steel. Generally, business 
confidence is still limited by the economic pause, high interest rates, 

and low profits and plant utilization ratios. Investment will be off again 
in real terms this year. In 1977, investment could rise in the form of 
plant restructuring, but this will have negative effects on the unemployment 
rate, now at 8.6%. 


Although easing, inflation continues as Belgium's most pressing economic 
problem. Consumer prices are rising at an 8.3% annual rate, still high 
relative to many other industrialized countries. The trend is not 
reflected in current export figures but continues to represent a longer- 
term danger to Belgian international competitiveness. The Government is 
working to counter it by reducing the national budget deficit and planning 
for negotiation with labor to continue, at least partially, current 
controls on incomes and salary increases. Externally, the balance of 
payments is running at a slight deficit, due to both cyclical causes 

and exchange market speculation against the franc. In terms of reserves, 
this speculation has sharply reduced available foreign currencies, but 
Belgian authorities believe that they have sufficient resources to stave 
off any devaluation pressures which might arise next year. Their success 
in doing so, however, will depend to some extent on whether they can ease 
internal money conditions in 1977, as well as on the effect of the 

recent realignment of currencies within the European monetary "snake". 


For the United States, Belgium's progress towards durable, non-inflationary 
growth has important implications for general U.S.-West European economic 
relations. Bilateral trade continues to be affected by economic conditions; 
U.S. exports to the Belgium-Luxembourg Economic Union (BLEU) are up 19% 
this year, but Belgian shipments to the U.S. continue to stagnate. The 
outlook for U.S. sales in 1977 is good, in part because of the dollar's 
depreciation against the franc during the course of 1976. Particular 
opportunities exist in labor-saving machinery, avionics, metalworking 
equipment, laboratory/pollution control equipment, building supplies, 
business equipment, electronic components, and certain lines of agricultural 
products and consumer goods. In terms of investment, Belgium retains 

some distinct advantages. Nevertheless, foreign and U.S. investment 
continued to fall in 1976, due mainly to economic conditions throughout 
Europe but also,in some part, from factors in Belgium itself. The latter 
include fast-rising costs and some increase in labor disputes. Meanwhile, 
and despite a statistical dip in 1975, Belgian interest in investment in 
the U.S. continues high, encouraged in recent months by the pace of 
American economic revival. 





CURRENT ECONOMIC SITUATION 


Economic Recovery Slows 


Belgium's economic revival has lost steam in the second half of 1976. The 
first months of the year saw a strong upturn in pent-up internal and foreign 
demand, particularly in semiprocessed goods (e.g., chemicals and steel) and 
consumer durables (e.g., automobiles). Overall production in the first half 
of the year was up significantly (12%) over the same period of 1975. Since 
May, however, the usually accurate Belgian National Bank composite indicator, 
based on a monthly survey of business attitudes, has once again been on a 
downward trend. Although export growth strengthened in the second quarter 
to register a 16.5% rise over the first six months of 1976 relative to the 
same period of 1975, this pace is expected to slow somewhat for the rest 

of the year. The demand for intermediate goods, which account for a large 
portion of Belgian exports, began to soften in late spring. A slowdown in 
the import demand of Belgium's processing industries at the same time 
indicates that the restocking phase of the revival is over, with no 
immediate plans for expansion of production. The industrial production 
index fell sharply in June and July, and the unemployment rate has begun to 
inch up since September. 


Given these factors and the recovery's pause abroad as well, Government 
analysts expect little growth of economic activity for the rest of the 
year. Their estimates of real 1976 GNP growth are under revision downwards 
from 3.5% to around 2.5%. (Hope continues, however, for a revival of 

3.5 to 4.5% in 1977.) For the rest of this year and early 1977, demand 
will probably be primarily from sustained export performance in certain 
sectors. Private residential construction should remain buoyant for a time, 
despite high interest rates--but office and industrial building is at a 
virtual standstill. The multiplier effects of relatively high public 
project spending in the 1975-76 national budgets should remain significant 
through 1977. Internal consumer spending has slackened since April, and 
savings remain high at over 18% of disposable income. Household consumption 
could pick up early next year, however, when a series of negotiated salary 
increases are likely. None of these trends offers much encouragement to 

@ number of Belgium's most important industries, such as paper, glass, 
steel, and fabricated metal products, where the outlook remains bleak 

for some time yet. 


The current pause is holding down short-term business confidence. The 
problem rests in part on widespread doubts about the future of the 
European Community economies as a whole. Uneasiness over devaluation 
pressure on the franc and the Government's tight money policy to counter 
it is also a factor. Thanks to cyclical productivity gains, profits have 
recovered somewhat this year from an estimated 50% drop (90% in industry) 
in 1975, but are still depressed. Belgian exporters in particular are 
being squeezed; obliged to remain competitive on world markets, their 
prices on finished industrial goods rose only 4.7% between July 1975 and 
July 1976 while hourly wage costs moved up 12% over the same period. 
Utilization of plant capacity remains low at about 77%. Investment in 





new plant and equipment will drop 5.5% this year from the recession year 
of 1975. In 1977 investment may rebound somewhat, but is expected largely 
to take the form of plant restructuring to displace labor rather than to 
expand capacity. 


The first semester revival of the economy eliminated some partial unemploy- 
ment. Even during this period, however, the loss-of-jobs rate was running 
well ahead of that of 1975. Unemployment increases are evident in several 
sectors including clothing, metallurgy and textiles (despite a 20% production 
increase in the latter during the first semester). The current unemployment 
rate (8.6%) is growing this fall as many school graduates fail to find work. 
Given the structural nature of the problem in Belgium, little real improvement 
in the situation is likely through 1977. 


Inflation - The Key Issue 


Inflation continues to be Belgium's most pressing economic problem. Through 
October of this year, consumer prices were rising at an 8.3% annual rate. 
This marks a certain improvement from the 11% rate of 1975. 


Relative to many other industrialized countries, however, Belgian inflation 
remains high. Most significantly, it continues substantially higher than 
that of West Germany, Belgium's chief trading partner and one of its major 
competitors in international markets. Its major components so far this year 
have been food, services, and relatively high distribution costs. The price 
index itself is a new enlarged and more representative version intended to 
moderate month-to-month price behavior. Ironically, however, the Government 
had to move within several weeks of its introduction last June to suspend 
fresh produce from its calculation. This action was forced by the soaring 
prices of produce early in last summer's European drought, which would have 
set off an extra round of indexed salary increases in Belgium during a period 
of heavy pressure on the Belgian franc. The suspension was lifted in 
September and latest indications are that the drought will not have as 
significant an effect on food prices this winter as was earlier feared. 


Belgian export performance has held up well this year despite the country's 
internal cost problems. This reflects the high quality and productivity 

of Belgian workers' output, the generally excellent business reputation of 
its industry and the interdependent nature of trade within the Common Market 
which takes 70% of total Belgian exports. This year's negotiated wage increases 
in industry, about 3% on an annual basis, have not been as important a cost 
factor as in 1974-75. Automatic linkage of most salaries with the cost-of- 
living index has produced most of a total 12% wage rise over the 12 months 
ending last July--although this annual rate has slowed to about 8% since 
January. Nevertheless, inflation still threatens: Belgian international 
competitiveness. In its last annual review of the Belgian economy, the 
Organization for Economic Cooperation and Development (OECD) notes that since 
1970, domestic costs in Belgium (estimated at 80% labor) have been rising 
faster than export prices. Since Belgium exports nearly half its GNP, the 
implications of this trend for business profits, new investment and thus 

the general economy are disturbing. 





In recognition of this, the Belgian Government is assigning top priority to 
reducing a chronic national budget deficit which will probably exceed $760 
million in 1976. The preliminary 1977 operating budget announced last August 
is balanced at $21.3 billion, 16% more than the Government's initial spending 
proposal last year. The new budget is based on severe limits on education 
and social security spending and an anticipated rise in receipts flowing 

from the cyclical economic upswing, not from new or increased taxes. In 
fact, the current economic outlook indicates that the Government will have 

to make a supplementary request for funds next spring, at least to fund 
unemployment payments. Another deficit in the operations budget in 1977 

will thus be hard to avoid--although with luck it could shrink to around 
half that of 1976. An additional bond-financed investment program is up 

only slightly to $4.2 billion, and much of its implementation may be deferred 
to future years. 


Other action may be needed, however, if inflation is not to turn up again 
in 1977. Aside from possible external developments which Belgium cannot 
control (e.g., raw material, particularly oil, price increases), there are 
internal question marks as well. Wholesale prices have already shown a 
tendency to accelerate in the first semester. The very high current devel 
of interest rates could begin to push up some prices by early next year. 
Most importantly, the Government's temporary incomes policy of 1976 is due 
to expire at the end of the year. This program included a nine-month 
suspension of mainly white-collar salary indexation, a freeze on various 
types of non-wage income, and special measures tending to discourage large 
negotiated wage settlements. Its expiration at the end of the year is 
generally expected to presage an upturn in negotiated wage settlements to 


around +5% as labor unions make "catch-up" claims for productivity increases. 
While some increase in wages is likely to go uncontested, the Government 
will undoubtedly attempt negotiation of a "Phase II" agreement with business 
and labor before the end of this year to maintain some control of salaries 
and other types of income in 1977. 


For the longer term, national debate is underway on how Belgium should 
best cope with a number of severe structural problems in its economy. 
Government, management, and labor are continuing high-level monthly meetings 
to discuss possibilities of indexation reform and job creation. The 
Government has recently sponsored special studies on the indexation system 
and on the state of the country's public finances, both calling for reform 
of attitudes and practices in these areas. It is also readying new anti- 
trust legislation to encourage greater internal competition. None of these 
efforts is likely to bear fruit in the near future but should serve to 

keep attention focused on some root causes of inflation within the Belgian 
economy. 


External Accounts in Balance - But Doubts Continue 


Although registering a small surplus in 1975 as a whole, Belgium's balance 
of payments has been in deficit since late last year. Over the first six 
months of 1976, the overall balance was -$392 million, with the all-important 
trade account at -$1 billion. This deterioration is mainly cyclical, 
reflecting increased imports at the end of the 1975 recession for restockage 





of industrial inventories and in response. to pent-up consumer demand. To 
some degree, however, it also stems from the play of "leads and lags"; 
i.e., market speculation on a devaluation of the Belgian franc has 
prompted local businessmen to make their franc payments abroad quickly 
while delaying collection of export receipts in foreign currencies. On 
capital account, the balance swung into a slight surplus for the first 
semester, largely due to a sharp drop-off of Belgian portfolio investment. 


Barring a very serious bout of exchange market instability in the last 
quarter of 1976, the balance of payments should not change markedly to the 
end of the year. Both imports and exports should grow only moderately and 
in rough equilibrium as local traders adjust to the current pause in 

the international revival. The overall balance will thus probably be at 

a slight deficit for all of 1976, but still structurally sound. 


The development of the balance of payments this year, and market speculation 
against the franc, will reduce Belgian holdings of foreign currencies during 
1976 by about $1 billion. This represents about a 34% drop, but leaves a 
remainder of near $1.65 billion plus various European and International 
Monetary Fund (IMF) reserves, if needed. National Bank and Finance Ministry 
authorities believe that such a cushion should be sufficient to protect the 
franc against possible further pressures for devaluation next year. They 
continue to see the main effect of any devaluation of the franc, whether 
within the European monetary "snake" arrangement or floating outside, 

as meaning higher import bills and a deterioration in Belgium's terms of 
trade. Given the structure of Belgium's processing economy and its revenue 
indexation system, they believe that any stimulus to exports from a weakening 
of the franc would evaporate within 12 months, leaving no underlying 
improvement in the country's external position and increased inflation 
internally. The Belgian Government is thus sticking firmly by its support 
for a strong franc internationally to force fiscal and incomes discipline 

at home. 


The Government has been able to hold to this line so far at acceptable social 
and economic costs, despite the high interest rates it requires. Questions 
remain, however, as to how long internal money conditions can continue 

skewed in this way, particularly if speculation reappears in coming months. 
The effect of mid-October's realignment within the snake, which revalued 

the Deutschemark 2% relative to the franc, remains to be seen. 


Implications for the United States 


Its economic problems notwithstanding, Belgium is a highly developed 
industrialized country with a far greater impact on world trade than its 
physical size and population might suggest. It has long been a strong 
influence within the European Community and the OECD countries for a 
liberal world trading order, an improved system of international payments 
and practical steps to aid the economies of the developing countries. 

Its progress in regaining a durable growth path internally without 
inflation will thus have important implications for the future of general 
U.S.-West European economic relations. 
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U.S. trade with the Belgium-Luxembourg Economic Union (BLEU) slackened in 
the 1975 recession but revived somewhat in the first seven months of 1976. 
U.S. exports to the BLEU during this period were almost $1.2 billion 
according to Belgian statistics, a 19% increase over the same period in 
1975. At the same time, however, BLEU exports to the U.S. continue to 
stagnate in 1976 after dropping by 43% in current value terms last year. 
Belgian steel and machinery shipments to the U.S. remain at their low 1975 
levels; among important Belgian products, only diamond exports have shown 
a substantial rise in cash value of shipments to the U.S. so far this year. 
As a result, the Union exported only $635 million worth of goods to the 
U.S. through July, and its trade deficit with the U.S. continued to widen. 
A strong expansion of U.S. import demand in 1977 could redress the situation 
somewhat; if not, a persistent imbalance could come to shadow U.S.-BLEU 
trading relations over the longer term. 


On an overall basis, U.S. exports to the Union are increasing so far this 
year at about the same rate as BLEU imports generally. As might be expected 
during a pick-up phase in the business cycle, the initial rise in U.S. 
exports was principally sustained by large increases in shipments of raw 

and semi-processed materials, such as minerals, chemicals, and rubber 
products. By contrast, exports of U.S. machinery and transport equipment 
remained depressed in the first half of the year (an over 50% jump in U.S. 
exports of U.S. precision instrumentation may indicate a particular 
strengthening of U.S. products in this sector, however). Depending on the 
pace of Belgian recovery, U.S. performance in this market could broaden in 
1977 at least in relative terms; for one thing, the franc has appreciated 
an estimated 7% against the dollar since last January, enhancing the 
competitiveness of U.S. goods in Belgium. In any event, the trend of the 
last three years has been for U.S. exports to increase faster than total 
BL=J imports. U.S. trade statistics also show the BLEU as a remarkably con- 
sistent market for U.S. products, taking a steady 2.3% of total U.S. exports 
internationally every year from 1970 through 1975. 


Assuming that Belgian economic activity strengthens in 1977, U.S. exporters 
should find trade opportunities in a number of areas. The market for 

capital goods will probably remain generally soft for at least six more 
months, but demand is already growing for many types of labor-saving 
machinery. Government public works programs are continuing at a relatively 
high level, with particular stress in the sectors of public health and 
educational infrastructure. The summer drought has created new opportunities 
for U.S. exporters of soybeans, feed grains, and certain vegetables and pulses, 
notably potatoes. Other markets which appear promising over the next 18 
months are those of avionics, metalworking and finishing equipment, 
laboratory and pollution control equipment, some building supplies, business 
equipment, and electronic components. A predicted increase in household 
disposable incomes in 1977 could also benefit U.S. suppliers of consumer 
goods, particularly in durables. Such exporters should find their goods 

very competitive in Belgium in price terms, if their products can be 

adapted to European tastes and requirements where necessary. More detailed 
reports on such "Best Prospects" in the Belgian market are available from 
the Department of Commerce. 





In terms of investment, Belgium remains a country with substantial 
advantages including a favored location vis-a-vis major European markets, 
excellent infrastructure and transport facilities, as well as a productive 
labor force. The country's government and population continue to value 
foreign investment; outside of certain professions, there is virtually 

no special restriction imposed on foreign-owned business activity. 


Nevertheless, new foreign investment in 1976 in Belgium is likely to be 
down in real terms from the already low levels of last year. The U.S. 
share appears to be dropping even faster relative to the total and may not 
exceed $50 million for the current year. This weak pace reflects mainly 
economic uncertainties throughout Europe, but also stems to some degree 
from particular factors in Belgium. There has been adverse reaction to 
fast-rising costs and to labor disputes involving multinational 
investors. Inflation and the Government's budget difficulties have 

also meant higher business taxes. Both present and potential American 
investors will thus be watching in 1977 for signs of Belgian progress 
toward economic expansion and price moderation which could serve to 
improve the general business climate. 


BLEU direct investment in the U.S. also dropped somewhat in 1975, by 10% 
to $692 million, according to Department of Commerce figures. This 
decrease did not reflect liquidations, but rather shifts of funds in 
intercompany accounts--possibly reflecting the profit squeeze at home in 
Belgium. In fact, Belgian interest in investing in the U.S. remains 
high, particularly given the latter's advanced state of economic revival. 


The trend is being encouraged by the 12 American State Development Offices 
now represented in Brussels. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 
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